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EXECUTIVE SUMMARY 


On December |1, 1987 the federal government released the final legal text of the 
Canada-U.S. Free Trade Agreement. A number of the provisions of the Agreement 
will have implications for Ontario's agriculture and food sector. The objective of this 
paper is to outline the agriculturally related provisions of the Agreement and to 
preliminarily assess these provisions as they impact on Ontario's agriculture and food 
sector. 


The provisions of the Agreement that will have the most impact on Ontario's 
agriculture and food sector are: tariff elimination; changing provincial Liquor Board 
practices on wine; obtaining an exemption from the U.S. Meat Import Act; the 
expansion of global import quotas for poultry and eggs; and minimizing the trade 
distortions caused by technical regulations. 


In the assessment section of the paper, the impact of the Agreement is estimated for 
the agriculture and food sector. In terms of farm income, Ontario's agriculture and 
food sector stands to lose on balance $95 million per year. Additional costs could 
arise from falling asset values, particularly land values in the Niagara region. The 
fruit and vegetable producers will be hurt the most, with grape growers the most 
adversely impacted. The only commodity group that is likely to benefit is livestock 
and red meat. 


The actual implementation of the Agreement is an area of great uncertainty. There 
are many issues where information on implementation is needed. These areas include 
the snapback tariff provisions for fresh vegetables and fruit, the future of the 
two-price wheat policy, and the process for adding processed poultry and dairy 
products to the Import Control List. 


The area of adjustment assistance is critical, but to date the federal government has 
not indicated their level of assistance. Fruit and vegetables, particularly 
grapes/wine, are the industries that will likely face the most adjustment problems. 
The issue of adjustment assistance needs to be clarified so that federal and provincial 


responsibilities and commitments are known. 


I INTRODUCTION 


On October 4, 1987, Canada and the U.S. reached an accord on the principles of a 
bilateral Free Trade Agreement. Asa result of subsequent bilateral talks a legal text 
was developed based on these principles. Released by the federal government on 
December |1, 1987, this legal text represents a formal and detailed description of the 
proposed Free Trade Agreement between Canada and the U.S. which is aimed at 
enhancing and securing bilateral trade. On January 2, 1988, Prime Minister Mulroney 
and U.S. President Ronald Reagan signed the Agreement, which still has to be 


approved by the House of Commons and U.S. Congress. 


The terms and conditions of the Agreement are set forth in the document entitled 
"The Canada-U.S. Free Trade Agreement" (1). The legal document elaborates and 
clarifies the elements of the Agreement that were negotiated. In addition to the 
legal text of the Agreement, a synopsis and explanatory notes were provided jointly 
by the Government of Canada and the U.S. Administration. In general, the legal text 
is laid out according to horizontal issues, such as the dispute settling mechanism. 
These provisions will apply to most bilaterally traded products. Also, it is understood 
that during the negotiations certain sectors did not lend them- selves well to the 
format of a broad and comprehensive Agreement. Accordingly, sector specific 
provisions were achieved to bring these industries into the broad scope of the 
Agreement. The agriculture, wine and spirits, energy and automotive sectors all fall 
into this category. Specific provisions covering these areas are set out in separate 


chapters. 


The agriculture chapter lays out specific guidelines on how certain trade related 
policies will be adjusted or eliminated. The objective of this paper is to outline the 
agriculturally related provisions of the Agreement and to assess these provisions as 


they will impact on the Ontario agriculture and food sector. 


This paper is comprised of four parts. The first provides a broad evaluation of the 
provisions that will markedly affect agriculture if the Agreement is implemented. 
The extent to which these provisions would affect domestic policies is varied. 


Although no agreement was reached on disciplines in the use or delivery of domestic 


agriculture policies, certain changes to trade related polices do have implications for 
some existing domestic policies. This section of the paper identifies these areas and 


discusses some of the domestic policy implications. 


The second part contains a preliminary impact analysis, providing a broad assessment 
of some of the major costs and benefits of the Agreement for the agriculture and 
food industries. It should be noted that the impact analysis is based on the 
assumption that the Canada-U.S. dollar exchange rate is a function of such economic 
factors as inflation rates, interest rates and changes in gross national product. A 
general discussion follows in the third part with emphasis on the issues of adjustment 
and adjustment assistance. General views and concerns are raised in the summary 


and conclusions in the fourth and last part. 
Il AGRICULTURALLY RELATED PROVISIONS 


Canada and the U.S. have reached agreement on specific issues related to trade in 
agriculture and food products. Many of these provisions cover all trade in agriculture 
and food products. However, some are designed to address the specific characteris- 
tics of particular industries. This section of the paper provides a detailed description 
of these provisions and introduces the broad impacts that may stem from implemen- 


tation of the Agreement. 
Article 401: Tariff Elimination 


Canada and the U.S. have agreed to eliminate all tariffs over a period of ten years. 
This includes seasonal tariffs for fresh fruit and vegetables, tariffs on supply- 
managed commodities and tariffs on all processed products and raw agricultural 
commodities. Annex 401.2 of the legal text provides details on which agricultural 
tariffs fall into the immediate, five-year and ten-year categories for elimination. 
The number of Canadian and U.S. agricultural tariffs that fall into each category are 


provided on the next page. 
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Tariff Elimination: Number of Canadian and U.S. Agriculture and 
Food Tariff Items to be Removed, by Staging Category 





Tariff Items 


Canada United States 
- number - 
A: Immediate elimination (Jan. 1, 1989) ....... ss We 8 | 
B: IMMA LION OVE “VCAUCS cscwecsccecesccesesecone cee Sir) 88 
C3 Elimination over 10 years ...cccccccees Be caensis tes 558 716 
Total agriculture tariffs to be eliminated ... 620 835 
1D: CULT ON UINGE CO an tecasescsccsebensteccess ee aeeehsee 358 24 | 
Totalfacriculturemtariils GWiccc.cesssesessssexcescnccsssoues 978 1,126 


Source: Canada-U.S. Free Trade Agreement. 


A full listing of Canadian and U.S. tariffs that fall into the category of immediate 


elimination is provided in Appendices I and II of this document. 


Tariff elimination for processed fruit and vegetable products is expected to exert 
downward pressure on prices received by growers. The bargaining power of provincial 
marketing boards when negotiating prices with processors will be somewhat weaker. 
Growers of fruit and vegetables for processing are unlikely to benefit from the 
special tariff snapback provision since this safeguard does not apply to processed 


fruit and vegetables (Article 702, page 5). 


The removal of tariffs on processed products has placed certain dairy and poultry 
products in a rather precarious position. (It is recognized that the supply manage- 
ment systems for milk and poultry products have remained virtually intact. This will 
be expanded upon later.) However, there may be significant implications for 
processors manufacturing products such as ice cream and yogurt, and further poultry 
products such as frozen dinners and chicken cordon bleu. Tariff elimination on 
imports from the U.S. in the presence of higher-priced domestic raw milk and poultry 


could seriously alter the competitive position of processors in the domestic market. 


To address the situation of increased imports of these products, Canada has‘retained 
the right to place these processed products under the protection of the quantitative 
restrictions of the Import Control List. While this recourse could be effective in 
preventing any adverse impacts on these Ontario industries, few details are yet avail- 


able on the conditions required to activate the process. 


For instance, it is understood that monitoring imports of further processed poultry 
products does not cover individual products such as frozen dinners. In situations 
where Ontario firms are already competing directly with specific U.S. product lines, 
customs monitoring will have to be designed to react to any marginal change in 
import levels on a product by product basis. No confirmation has yet been received 
from the federal government that import monitoring will be enhanced toward this 


level of sensitivity. 


A similar problem exists for Canadian wheat-using industries. These industries face 
the loss of tariffs on bakery products, and yet these industries are required to pay 
higher prices for domestic wheat under Canada's two-price wheat system. The 
federal government has indicated that the two-price wheat system may be removed. 
However, this raises the question of producer compensation, especially for eastern 
Canadian producers who are proportionately more dependent on the benefits of the 
two-price system than western wheat producers. The federal government has not 


released any details of producer compensation in this regard. 
Article 701: Agricultural Subsidies 


Canada and the U.S. have agreed on the goal of eliminating, on a global basis, all 
subsidies which distort agricultural trade. It was also agreed to work together to 
achieve this goal through the multilateral trade negotiations. This commitment 
recognizes that Canada and the U.S. are unable through this Agreement to eliminate 
or even reduce subsidies on a bilateral basis. The issue of subsidies has been left to 
the multilateral trade negotiations, which are still in the early stages. Both Canada 
ana the U.S. have tabled ideas at the General Agreement on Tariffs and Trade 
(GATT) meetings for negotiating agricultural trade where the elimination of subsidies 


is emphasized. 
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Canada and the U.S. have agreed not to use direct export subsidies on bilaterally 
traded agricultural products. At the current time, neither country uses direct 
subsidies as a means of facilitating exports to the other country. However, the dairy 
and egg industries have some concerns regarding producer financed exports. (This 


issue will be expanded upon in the next part.) 


Canada and the U.S. have also agreed to take into account each other's export 
interests when using any export subsidy on agriculture and food trade with third 
countries. Under this provision, there is no commitment to consult prior to the 
granting of export subsidies to shared markets. It is uncertain whether or not this 
provision, if implemented, would have prevented the recent use by the U.S. of its 
Export Enhancement Program (EEP) subsidies on grains and oilseeds and their 
products to Japan, India, China and Russia. These are traditional markets for 


Canadian wheat exporters. 


Canada has agreed to eliminate the payment of subsidies under the Western Grain 
Transportation Act on agricultural products shipped to the U.S. through western 
Canadian ports. This will likely affect Canadian exports of millfeeds and rapeseed 
meal to the Northwestern States. Ontario industries will be unaffected by this 


provision. 
Article 702: Special Provisions for Fresh Fruit and Vegetables 


In order to provide temporary protection for fresh fruit and vegetables, a conditional 
"snapback" mechanism is available as a safeguard which can be used to restore 


seasonal tariffs to the most favored nation (MFN) rates. 


The conditions that must be met to trigger the snapback mechanism are twofold. 
First, product prices must be depressed - defined as below 90 percent of the previous 
five-year average import price, excluding the high and low values. Second, the 
Current year's acreage Cannot exceed that of the previous five years with the highest 
and lowest values excluded. Products on a national or regional basis on either side of 
the border that meet these two conditions qualify for relief from imports under the 
protection of a duty involved at the lesser of either the pre-Agreement (MFN) 


seasonal rate or the MFN duty in effect at the time the snapback is triggered. This 


recourse is available for individual commodities once a year, for 20 years, following 
implementation of the Agreement. Commodities for which it is shown that acreage 
has increased do not qualify for any relief. Acreage moving out of grape production 
into other fruit and vegetables will be exempt from snapback calculations for these 


products. 


In addition, the text indicates that for each commodity the tariff snapback can only 
be used once per year for a maximum of 180 days. The text also states that the 
tariff shall be removed when import prices for five consecutive days have exceeded 
the 90 percent price condition. Before the tariffs can be reintroduced, two day's 


notice has to be given. 


In general, the Ontario fresh fruit and vegetable industries are skeptical about the 
feasibility of the snapback provision. To be effective the tariffs would have to be 
reinstated as quickly as possible. For certain commodities, peaches for instance, 
relief from imports would be required as soon as the snapback conditions were met 
because of the short length of the marketing season. This concern applies to any 
commodity for which serious market disruption can occur - possibly as little as two or 


three days subsequent to any large U.S. shipment. 


Article 703: Market Access for Agriculture 


Canada and the U.S. have agreed to work together to improve access to each other's 
markets through the elimination of import barriers. This good intentions clause is 
compatible with the general goal of the commitment made in agriculture to facilitate 


trade in agricultural goods. 


Article 704: Market Access for Meat 


Canada and the U.S. have agreed to exempt each other from the quantitative 
restrictions under their meat import laws. This provision will go some way toward 
securing the U.S. market for Canadian beef producers. Accordingly, an already North 
American market in red meats will be enhanced. Beef producers and processors see 


this provision as a positive gain in the form of reduced risk of U.S. protectionism. 


One exception to this provision is the case where import restrictions are imposed on 
imports from a third country and the other country does not take the same action. If 
this provision had not been included, the import controls against third countries could 
have been circumvented through increased bilateral trade. This Agreement on meat 


import control exemptions will be welcomed by livestock producers and meat packers. 
Article 705: Market Access for Grain and Grain Products 


Canada has agreed to eliminate import licences for wheat, barley and oats, and 
related products on the condition that the support levels for these products in Canada 
and the U.S. are equivalent. Equivalence would be determined according to Annex 
705.4 of the Agreement which outlines the procedure for calculating and comparing 
support levels. The use of end-use certificates in Canada provides for the 


maintenance of the quality grading system for grains. 


Under this provision, it is likely that import licences for barley and oats would be 
removed upon entry into force of the Agreement. For wheat, support levels are 
relatively higher in the U.S. Still, the possibility that licences for wheat imports 
could be removed puts further pressure on the federal government to remove the 


two-price wheat policy and to provide adequate compensation to wheat producers. 


Both parties have agreed not to impose or reimpose any quantitative restrictions on 
grain and grain products, provided there are no significant changes to grain support 
programs that would lead to a significant change in imports of the other party. This 
provision essentially prevents Canada from reimposing import licences on grains and 
related products subsequent to their removal, unless support levels in the two 
countries diverge significantly. Similarly, the Agreement prevents the U.S. from 
invoking Section 22 to control imports, unless there is a wide difference in support 


levels. 
Article 706: Market Access for Poultry and Eggs 
Under this provision Canada has agreed to increase global import quotas for poultry 


and eggs, and products thereof. The new quotas should apprcximate the average 


actual imports (global plus supplementals) during the past five years. 


For chicken producers, global import quotas will increase from 6.3 percent of 
domestic production to 7.5 percent. For turkey, import quotas will increase from 2.0 
to 3.5 percent of domestic production. Essentially these increases reduce the 
domestic producer's market share of the Canadian market. Import quotas for shell 
eggs have risen from 0.675 to 1.647 percent of domestic shell egg production; from 
0.415 to 0.714 percent of domestic shell egg production for liquid, frozen and further 
processed eggs; and from 0.615 to 0.627 percent of domestic shell egg production for 
powdered eggs. Ontario poultry and egg producers view these increases as under- 
mining the ability of domestic producers to balance supply with domestic demand. 
Imports could grow to more than this level since the system of supplementary import 


licences, administered by the Department of External Affairs, has been retained. 


The general purpose of these increases is to assist domestic processors of certain 
poultry products (e.g., frozen dinners) who will face tariff elimination on their 
products. Poultry producers and processors believe that these increases will not be 


sufficient to compensate for.lost tariffs. 


The federal government has indicated that it has retained the right to put these 
processed chicken products on the Import Control List, if increased imports (due to 
tariff removal) result in injury to domestic processors. However, many questions 
remain concerning how the imports of these products will be monitored. Currently, 
tariff classifications for these products are not broken down to product by product 
levels. Notwithstanding this, industry representatives feel these products should be 
placed on the Import Control List immediately. Some processors are already facing 
fierce competition with U.S. products in Canadian markets. They feel that 
competing U.S. products will have established a sizable market share before any 


action could be taken. 
Article 707: Market Access for Sugar Containing Products 


Under this provision the U.S. has agreed to exempt Canada from any quantitative 
restrictions on imports from Canada of sugar containing products which have 10 
percent sugar or less by dry weight. This Agreement essentially maintains the status 


quo regarding U.S. quantitative restrictions on these products. 


Article 708: Technical Regulations and Standards for Agricultural, Food, Beverage 
-and Certain Related Goods 


Both Canada and the U.S. have agreed to minimize technical barriers to trade in 
agriculture and food products. This commitment takes the form of a set of four 
general principles and the establishment of eight working groups (e.g., Animal Health, 
Pesticides). None of the details set out in the legal text were included in the 
Elements document. However, federal government officials had indicated the 


general content of this section to the provinces. 


A common feature of the terms of reference for the working groups is the statement 
"work toward". This general commitment to work together to minimize technical 


barriers to trade is accompanied with a number of specific commitments: 


a) The U.S. has agreed not to prohibit imports of livestock from disease-free 


regions of Canada. Currently the U.S. takes a national approach; 


b) Canada has agreed to a simpler testing procedure to prevent bluetongue from 


being introduced by imports of U.S. cattle; 


c) Canada has agreed to allow imports of U.S. live hogs for slaughter under still to 
be agreed procedures and conditions to prevent the introduction of pseudorabies; 


and 


d) Canada and the U.S. have accepted as equivalent each other's inspection systems 
or certification procedures for meat, poultry, and eggs. This commitment means 
that Canadian exporters will not face the U.S. border inspection procedures for 


meat that were about to be implemented. 


The U.S. has agreed to accept the use of the term "canola oil" as equivalent to "low 


erucic acid rapeseed oil". This will be welcomed by the Prairie provinces. 
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It is important that in applying these provisions Canada not accept the lowering of 
Canadian federal and provincial health and quality standards. For example, Ontario 
has expressed strong concerns that the health of Canadian swine may be placed at 
risk, pending an agreement on new procedures to test for pseudorabies. Furthermore, 
it is imperative from the view of Canadian crop and livestock production and 
processing that regional arrangements do not pose a threat to the health standards of 


’ other regions of the country. 
Article 709: Consultations 


Canada and the U.S. have agreed to meet on a semi-annual basis to discuss 
agriculture trade-related issues. These provisions formalize the semi-annual 
consultations that have been occurring in recent years. It is expected that these 
consultations will be helpful in monitoring the gradual implementation of the 


Agreement and as an ongoing process of information exchange. 
Article 710: International Obligations 


Both parties have retained their GATT rights and obligations with respect to issues 
not provided for in the Agreement. Under this provision, Canada has retained its 
right under Article XI of the GATT to extend to related products, the import restric- 
tions that support its supply-managed industries. Canada also retains the right to 


implement new supply-management programs. 
Articles: 801-808: Wine and Distilled Spirits 


Canada agreed to end certain discriminatory practices of the provincial Liquor 
Boards in this chapter of the Agreement. Beer and malt-containing beverages are not 
covered by this Agreement. The practices in question cover product listing, pricing, 
distribution, and blending. If these provisions are implemented, the wine mark-up 
differential between the products of Canada and the U.S. will be eliminated over 
seven years with 50 percent of the reduction occurring in the first 366 days. This 


front-end loaded phasing out of mark-up differentials provides an inadequate period 


11 


to adjust, in the view of wineries and grape growers. Grape growers will be impacted 
even before the trade Agreement is scheduled to take effect on January 1, 1989, 


since wineries will begin to reduce purchases starting with the 1988 crop. 


The Agreement contains a number of grandfathering provisions that will allow certain 
listing and distribution practices to continue. For example, private wine store outlets 
in Ontario and B.C., automatic listing for B.C. estate wineries, along with the 
Province of Quebec requirements for in-province bottling of product sold in grocery 


stores, will be grandfathered. 
Article 1101: Emergency Action 


During the transition period of the Agreement (i.e., until the end of 1998), Canada 
and the U.S. have the right to impose temporary restrictions on imports from the 
other country that are seriously injuring domestic producers and which are the result 
of tariff decline. Import restrictions such as quotas or surcharges, once imposed, can 
remain in place for a maximum of three years. As is the case under the GATT, the 
country that takes emergency or safeguard action may be required to pay 


compensation. 


After the transition period both countries can only take emergency action with the 
consent of the other country. Canada and the U.S. have also agreed to exempt each 
other from global safeguard actions. There is one exception, in the case where 
imports from the other country are an important contributor to the injury caused by 
imports from all countries. This provision will prevent Canadian producers from 


being sideswiped by U.S. import restrictions aimed at other countries. 
Articles 1801-1808: Institutional Arrangements 
Articles 1801-1808 establish the institutional provisions for the joint management of 


the Agreement to avoid and settle any disputes. The basic mechanism is mandatory 


notification of new measures, Consultations, and referral to a Canada-U.S. Trade 
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Commission. However, if the dispute continues, then three forms of dispute settle- 
ment procedures are available. These are: i) binding settlement of disputes over 
emergency trade actions (Article 1103); ii) mutually agreed binding arbitration; and 


iii) recommendatory panel procedures. 


Articles 1901-1911: Binational Dispute Settlement in Anti-Dumping and 


Countervailing Duty Cases 


Canada and the U.S. have agreed to a number of provisions dealing with the use of 
countervailing and anti-dumping duties between the two countries. In Article 1902, 
Canada and the U.S. retain the right to apply countervailing duty and anti-dumping 
laws. However, under Article 1904, the judicial review by domestic courts of 
countervailing and anti-dumping final orders is replaced by a Dinational panel which 
will determine whether existing laws were applied correctly and fairly. A number of 
small steps were taken aimed at harmonizing the trade remedy laws in both 
countries. Canada and the U.S. have the right to review any changes in existing 
countervailing or anti-dumping laws for consistency with the GATT. This essentially 
replaces the U.S. Court of International Trade, which Canada had not viewed as being 
biased, with a binational panel. In Article 1907, Canada and the U.S. have agreed to 
work towards establishing a new regime to address problems of dumping and subsidiz- 


ation by the end of five years, with the possibility of a two-year extension. 


Since no agreement was reached on the use of domestic subsidies, a rigorous agree- 
ment governing trade legislation could not be forged. Accordingly, while virtual 
freedom exists to implement domestic subsidy programs for agriculture and food 
industries in either country, bilateral exports will still be subject to the respective 
Canadian and U.S. trade laws, including countervail actions. No assurances can be 
given at this time that harassment of Canadian agriculture and food exports will 


cease under the Agreement. 


Furthermore, improved definitions of injury and subsidy are not provided in the 
Agreement. - Thus, the earlier concerns of hog producers, for example, regarding 


injury tests and subsidy definitions and calculations have not been met by this new 


13 


mechanism at this time. While the efforts to address this concern over the next five 
to seven years could be successful, the present laws still stand. In addition, Canada is 
unlikely to obtain exemption from U.S. Omnibus trade legislation which would instead 
strengthen these rules, thereby increasing the numbers and likelihood of success of 


U.S. trade actions. 


The binational appeals panel could provide for a more expeditious appeals process. 
This would be an advantage over the status quo. However, the addition of an 
extraordinary second panel review process in cases of alleged bias or breach of 
procedure may negate some of the benefits of the more rapid appeals process. More 
fundamentally, in the absence of improved bilaterally agreed definitions of subsidy, 
injury and causality, the advantages of a binational panel review system appear 
minimal. The agreement to negotiate these new definitions and procedures is an area 


of great uncertainty. 
Il, ASSESSMENT 


It must be acknowledged that the provisions of the Agreement will impact each 
agri-food commodity to a different extent, and many commodities are impacted by 
more than one provision. In light of this, the implications of the Agreement are 
assessed separately for each main commodity grouping. The commodity groupings 
reviewed are grains and oilseeds, livestock and red meats, dairy, poultry and eggs, 


fruit and vegetables and other crops. 


The commodity by commodity analysis is followed by an examination of the impact of 
the Agreement on the whole agri-food sector. This section summarizes information 
presented in the commodity analysis to pinpoint a number of pressures on the food 
processing industries. This is followed by a section which highlights the implications 


for food processors. 


The assessment now undertaken focuses on identifying and examining the implications 
of the Agreement for farmers, processors and governments. The provisions of the 
Agreement will have direct and indirect impacts on Ontario's agriculture and food 


sector. The elimination of tariffs, for example, will have a direct impact on prices 
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and indirect impacts through altering the effects of government policies already in 
place. Where possible the direct and indirect impacts on farm income are identified 
and estimated. The complex interaction of many factors at the processing level 


meant it was not possible to estimate the impact. 


By identifying the possible impacts and providing farm income estimates, an indica- 
tion of the adjustment pressure faced by the whole agri-food sector is obtained. The 
response to these adjustment pressures is in the hands of individual producers and 
processors, and the federal and provincial governments. It must be stressed that 
production and processing activities and practices may have to be changed. It should 
be remembered that producer-controlled marketing boards and governments could 
consider alternative approaches to marketing systems in response to the new trade 
policy environment. With appropriate adjustments it would be less likely that an 
income or wealth loss would translate to complete loss of markets. Yet, in practice, 
making these changes in marketing, processing and production practices may be 
difficult due to unfavourable market conditions, climate and technology constraints, 
difficulty in financing the required investments, and budgetary constraints faced by 


governments. 
Grains and Oilseeds 


Of all the commodity groups, grains and oilseeds received the most attention in the 
Agreement in terms of the number of provisions. Hiowever, this attention will not 
transform the sector since the problems of depressed world prices and global 
surpluses are beyond the control of either the U.S. or Canada. Both countries will 
remain large net-exporters of grains and oilseeds to offshore markets. Under the 
terrns of the Agreement, bilateral trade in these products is not expected to increase 
in a substantial way. In general, opportunities for trade will continue to be largely 
confined to situations of temporary market shortfalls or where there are regional 


transport cost advantages. 


Tariff elimination on grains and oilseeds provides opportunities and problems. The 
Ontario soybean crushing industry has welcomed the elimination of U.S. tarifts on 


soybean oil, which are currently 22.5 percent. Export opportunities to the U.S. 
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northeast are now foreseen as Ontario's soybean crushing industry is competitive with 
its U.S. counterparts. However, Ontario crushers remain seriously concerned about 
domestic competition from federally subsidized canola crushers in the Prairie 


provinces. 


On the other side, Ontario's wheat producers are extremely sensitive to the prospect 
of tariff elimination. The Ontario Wheat Producers' Marketing Board is very con- 
cerned that the federal government's two-price wheat policy will be eliminated as a 
result of this development. Under the two-price policy, wheat sold domestically for 
human consumption receives a higher price than wheat sold in export markets. Wheat 
growers receive $7 per bushel for wheat sold on the domestic market, compared to 
around $3.50 per bushel on the world market. The Canadian wheat-using processors 
have made the argument that in a tariff-free environment the two-price wheat policy 
will place them at a competitive disadvantage with U.S. processors and imports of 
bakery products would grow enormously. The Government of Canada indicated in 
early November 1987 that it is indeed considering ending the two-price grain policy 
so that processors will not be disadvantaged by the elimination of tariffs. It was also 


implied that wheat growers would be compensated for the income loss. 


If the two-price grain policy is ended, Canadian wheat growers would experience a 
significant loss of income. The Ministry has estimated that the direct cost to 
Canadian wheat growers would be over $231 million annually, with Ontario's growers 


alone losing approximately $30 million (2). 


In relative terms, the loss of the two-price wheat policy is much more important to 
producers in Ontario than in Canada. The income loss to Ontario's growers repre- 
sents around 25 percent of farm cash receipts for wheat, compared to an average of 
less than 8 percent for other Canadian growers. The Ontario Wheat Producers' 
Marketing Board estimates that the long-run impact of removing the two-price wheat 
regime for all Ontario wheat growers would approximate $45 million annually. This 
figure includes any adverse impacts for Ontario red wheat producers and any 


downward adjustment in the Ontario wheat economy as a whole. 
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The elimination of import controls for wheat, barley and oats as soon as support 
levels in both countries are equivalent, raises concerns about whether Canada will be 
able to maintain its quality grading system. Federal government assurances that 
end-use certificates will be used to prevent the grading system from being under- 


mined appear to address this concern. 


The Canadian commitment to end Western Grain Transportation Act subsidies on 
shipments of western grains and oilseeds to U.S. northwest ports will have no impact 
on Ontario's grain and oilseed producers. A possible concern is that the loss of these 
U.S. markets may increase the attractiveness of shipping western canola to Ontario 


since the federal transport subsidies on such shipments remain in place. 


The undertakings not to impose quantitative restrictions on bilateral trade and to 
take account of each other's offshore export interests when using export subsidies are 
welcome. The tangible benefits to Canadian producers from these commitments are 
not certain as it is possible they may be no more than expressions of good inten- 
tions. .A recent announcement by the U.S. that export subsidies under the Export 
Enhancement Program will be provided to shipments of wheat to China, India, Japan 


and Russia seems to support such a view. 


The commitment to minimize technical barriers to trade may have implications for 
grain and oilseed producers in light of the other moves toward establishing a conti- 
nental market for grains and oilseeds free of barriers to trade. The only specific 
outcome of the negotiations, beyond agreement to work towards harmonization, is 
acceptance ot the term "canola oil" by the U.S. This will be of benefit to Canadian 
crushers who have had to market canola oil in the U.S. under the unappealling name 


of "low erucic acid rapeseed oil." 
Livestock and Red Meat 
Livestock and red meat producers have been strong supporters of a Canada-U.S. free 


trade deal. More secure and enhanced access to the U.S. is seen as being essential to 


the future development of this Canadian and Ontario industry. Emphasis has been 
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placed on securing access because Canadian livestock and red meat prices are already 
determined on a North American basis since current barriers to trade are relatively 


small. 


The Agreement contains a number of provisions that appear to make access to the 
U.S. more secure and reduce barriers to trade. These provisions include tariff 
elimination, the exemption from each other's Meat Import Laws, minimizing 


technical barriers to trade, and the new dispute settlement process. 


Tariffs in both Canada and the U.S. are low for livestock but high for a number of 
processed products; for example, the tariff on live cattle in Canada and the U.S. of 
2.2 cents per kg (to be eliminated over five years). Live hogs are tariff free in both 
countries. On the processed side, the U.S. has a tariff on portion-controlled beef cuts 
of 10 percent (to be eliminated over 10 years). The effect of these tariffs has been 
to encourage processing in both countries, thereby reducing trade in beef and encour- 
aging trade in live animals. The larger size of the U.S. market suggests the elimina- 
tion of tariffs will be more advantageous on balance to Canadian packers who may 


expand operations to gain econornies of scale. 


The exemption from the threat of U.S. import controls on beef is expected to 
increase investment confidence in the Canadian meat packing industry. Beef packers 
in Canada will no longer face the threat of the U.S. border being closed, which would 
have disrupted and damaged the Canadian cattle and beef markets. In addition to 
these benefits, exemption from U.S. import controls may encourage the slaughter of 
more beef cattle in Canada. This would lead to an increase in beef exports and a 
decline in cattle shipments which are exempt from import controls under the 


respective Meat Import Acts. 


Within Canada, more secure access to the U.S. may lead to the expansion of beef 
production and slaughter in the Prairie provinces. If this occurs, then the supply of 
western feeder animals for Ontario's feedlots will decline. Ontario feedlot operators 


may turn to provincial or U.S. sources for supplies of feeder cattle. 


18 


The commitment to minimize technical barriers is also seen as very beneficial to the 
red meat industry. In recent years concerns had been growing that the U.S. was turn- 
ing to technical regulations as a means to restrict trade. Canada and the U.S. have 
agreed to an open border policy for livestock and meat. Agreement was reached to 
accept as equivalent each other's meat inspection systems. This means that 
Canadian exporters will not face the border inspection procedures that the U.S. 


planned to introduce. 


Agreement was reached on the issue of animal health as well. The U.S. has agreed 
not to prohibit imports of livestock from disease-free regions of Canada. Further- 
more, Canada has agreed to a simpler testing procedure to prevent bluetongue from 
being introduced through imports of U.S. cattle. Lastly, Canada has agreed to allow 
imports of U.S. live hogs for slaughter under still to be agreed procedures and condi- 
tions to prevent the introduction of pseudorabies. Although federal government 
officials have given assurances that the health of the Canadian livestock industry is 


not placed at risk, this is a concern of livestock producers. 


The dispute settlement mechanism in the Agreement falls short of what the red meat 
industry was seeking. Canadian exporters are still subject to the vagaries of the U.S. 
countervail process. The binational panel that replaces judicial review in both 
countries will not reduce the cost of fighting countervail investigations. Having the 
binational panel review determinations of subsidy and injury is an improvement, but 
the failure to introduce more rigorous subsidy and injury tests is disappointing to 
industry groups. However, the industry has accepted the panel as the second best 


solution. 


The provisions of the Agreement will likely benefit red meat producers in Ontario by 
approximately $18 million a year. This is based on an estimate contained in the 
earlier Ministry discussion paper on the implications of the Canada-U.S. trade 
negotiations (3). The assumptions that this estimate was based on are close to the 
articles of the Agreement that impact on the livestock and red meat sector. The 
benefits of the Agreement could be larger if new investments are made in the 
provincial red meat production and processing sector as a result of the perceived 


increase in security of access to the U.S. It must be remembered that to remain 
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competitive, domestic processors must adjust to changing market forces for red 
meats in North America. Furthermore, the shift to further processing of red meats, 
branded meats, and residue-free meats by the U.S. inaustry will pose its own 


challenges to the Canadian and Ontario industry. 
Dairy 


Both the Canadian dairy supply-management scheme and U.S. dairy price support 
scheme have been left virtually untouched by the Agreement. The Canadian system 
of production quotas, formula pricing, and import controls is retained along with the 
right to implement new import restrictions to support the supply-management 
system. The elimination of all tariffs raises the issue of whether dairy products now 


only protected by tariffs should be added to the Import Control List. 


The two products of most concern are ice cream and yogurt. The Canadian tariffs on 
these products are 12.5 to 15.5 percent for ice cream and 15 percent for yogurt. If 
these products are not included in the Import Control List, Canadian and Ontario 
dairy farmers stand to lose income of at least $30 and $10 million, respectively. This 
is under the assumption that raw milk prices for the production of these products are 
lowered by 15 percent to keep Canadian processors of these products competitive 


with imports from the U.S. 


If milk prices are not lowered, then dairy processors may be expected to lose a 
significant part of the ice cream and the expanding yogurt market to U.S. suppliers. 


Dairy producers would likewise face a cut in their allocation of market-sharing quota. 


The agreement to ban the use of export subsidies on goods traded bilaterally is of 
concern to dairy producers. If export subsidies are defined to include producer 
financed assistance, this will adversely affect the dairy industry. Without producer 
assistance Canada will no longer be able to export cheddar cheese to the U.S. 
Furthermore, other trading partners well may consider producer assistance on exports 
of skim milk powder as an export subsidy. This would undermine Canada's expected 


negotiating position in the current round of multilateral trade negotiations. 
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Poultry and Eggs 


Under the Agreement, the system of production quotas, formula pricing, ana import 
controls for chicken, turkeys, eggs and hatching eggs and chicks is maintained. The 
Government of Canada has also retained the right to introduce new restrictions on 


imports in support of these programs. 


Although the essential mechanisms for operating supply-management schemes are 
retained, a number of provisions in the Agreement are of great concern to poultry 
and egg producer groups. The elimination of tariffs and the increase in global import 


quotas may undermine the supply-management schemes. 


The elimination of tariffs provides the opportunity for U.S. suppliers to greatly 
increase exports of further processed poultry products not currently included on the 
Import Control List. Further processed poultry products such as frozen dinners and 
other prepared meals are currently subject to Canadian tariffs of 17.5 percent. At 
the moment these further processed poultry products represent |-2 percent of the 
market, but it is the further processed poultry market that is the fastest growing 
segment. Under the assumption that poultry prices would have to decline by 17.5 
percent to retain this market, tariff elimination on further processed poultry 
products represents an income loss of $2 million. If the consumer demand for these 


products continues to grow, the lost income opportunity will grow as well. 


Without access to poultry meat priced at the U.S. level, manufacturers of further 
processed poultry products would be at a significant disadvantage in a tariff-free 
environment. Imports of these further processed poultry products would supply this 
growing market. As a result, poultry production in Canada would not continue 


experiencing the strong growth of recent years. 


With imports commanding a larger and larger share of the poultry market, the whole 
supply-management system for these commodities may be placed under pressure. 
This may endanger the future of the family farm in the poultry sector, given the 


radically different structure of farming in the U.S. in these commodities. Poultry 
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industry groups are calling for the Government of Canada to add poultry products 
currently only protected by tariffs, to the Import Control List to prevent the under- 


mining of the supply-management scheme. 


The expansion of global import quotas for chicken, turkeys and eggs is relatively 
small in percentage terms but not in value terms. This expansion of import quota 
represents a lost income opportunity of at least $17 million per year for Canadian 
producers and $6 million per year for Ontario growers. The willingness to negotiate 
increases in global import quotas raises the concern that in future trade negotiations 
the global import quotas may also be increased. Future expansions in the global 


import quota would further undermine the supply-management system. 


As is the case for dairy producers, the possibility that producer-financed export 
assistance may be counted as an export subsidy and thereby not allowed on bilateral 
trade is a concern. This is of particular concern to egg producers who sell breaker 


eggs or egg products to the U.S. when supplies exceed domestic demand. 


At first glance, the Agreement appears to have only a minor impact on the poultry 
and egg industry. More detailed examination of the provisions revealed that tariff 
elimination has very serious implications if steps are not taken to prevent the ongoing 
undermining of the supply-management schemes. Poultry and egg industry groups 
have called for further poultry and egg products to be added immediately to the 


Import Control List. 
Fruit and Vegetables 


Ontario's fruit and vegetable industries are perhaps the hardest hit of all the 
commodity groups by the Agreement. The elimination of tariffs and the dismantle- 
ment of the provincial wine pricing system may place many growers of tender fruit, 
and other fruit and vegetables and grapes in an extremely precarious position. It 
should be noted that certain fruit and vegetable growers have been presented with 
the opportunity to expand production to supply U.S. consumers as a result of the 
elimination of U.S. tariffs. Others may benefit from more secure access to the U.S. 
through the harmonization of technical regulations and the dispute settlement 


mechanism. 


ZZ 


Canada and the U.S. both provide tariff protection to fresh and processea fruit and 
vegetables. On balance, the elimination of tariffs provides more benefits to the U.S. 
industry than Canada. It is likely that the already very large U.S. trade surplus in 
fruit and vegetables with Canada will increase. The climatic conditions that allow 
production through most of the year should continue to give U.S. growers a cecided 


advantage over Canadian growers who are at the northern fringe of production areas. 


The longer-term threat to the Canadian fruit and vegetable industry is recognized in 
the Agreement. A special provision allows for the reintroduction of tariffs on fresh 
fruit and vegetables during a 20 year period under specific conditions. This tariff 
snapback provision is designed to protect fresh fruit and vegetable growers in both 
countries from import surges. The specific conditions under which tariffs can be 
reintroduced are depressed prices and that the area under production has not been 
increasing. In addition, acreage increases attributed to land moving out of wine/ 
grape production are to be excluded from the tariff snapback acreage calculations for 
other fruit and vegetables. The federal government has billed this as assistance to 
grape growers, while in fact, it is only of benefit to growers of other fruit and 


vegetables. 


A preliminary assessment by the Ministry of Agriculture and Food of the tariff 
snapback provisions indicates that these are very rigorous and will seldom be 
triggered (4). The Ministry analysis indicates that over the period 1985, 1986 and 
1987 (first eight months) tariffs on 20 fruit and vegetables would have been triggered 
only 3 percent of the time. The analysis also suggested that effective implementa- 
tion of the tariff snapback provision will require a federal government commitment 
to devote resources to the monitoring of fruit and vegetable industries in both 


countries not hitherto provided. 


An important issue is whether the tariff snapback provision will be used to protect 
growers of produce for processing. As snapback provisions are not available for the 
processed fruit and vegetable products, processors could now be placed at a signif- 
icant disadvantage if tariffs were snapbacked on fresh fruit and vegetable imports for 
processing. This suggests that the snapback provisions provide no protection for 


growers of fresh fruit and vegetables for processing. 
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The elimination of tariffs is expected to result in a broad price decline of close to 10 
percent for Ontario growers of fruit and vegetables in total. The net income loss for 
fruit and vegetable growers will be close to $50 million. The loss of protection to 
Ontario grape growers provided through Provincial Liquor Board pricing and the 
restructuring and reorientation of the wine industry following the possible implemen- 
tation of the Agreement is expected to result in an income loss of $15 million to 
Ontario grape growers. This cost represents roughly half the value of Ontario's grape 


crop in 1986. 


An across-the-board price decline is expected as growers move away from crops such 
as peaches, strawberries, grapes, and tomatoes into apples, cole crops, potatoes and 
other crops. There will be some exceptions to the price declines resulting from U.S. 
tariff cuts. For example, onion prices are expected to strengthen as export 


opportunities improve. 


The processors of fruit and vegetables are in a similar predicament as growers. The 
shorter harvesting seasons in Canada result in processing plants having higher fixed 
costs per unit. The loss of tariff protection is likely to speed up the rationalization 
which is already occurring as a result of declining consumer demand for canned 


goods. 


The analytical focus on farm income losses does not include the long-term challenges 
of realigning crop production in the specialized fruit and vegetable production areas 
of Ontario. The impact of the Agreement is hardest and most difficult on one of 
Ontario's most sensitive land bases - the Niagara region. As a result, pressure would 


be placed on the province's land use policy. 


Tariff elimination will likely result in shifts in production, but it is anticipated by the 
processing industry that by the end of 1988 the fruit and vegetable industry will have 
become a more competitive industry. The diversity of crops grown in southern 


Ontario is expected to decline as a result of this rationalization. 
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The general decline in fruit and vegetable prices is likely to lead to lower land values 
and related assets. This will both create financial problems for certain growers and 
opportunities for others to expand operations or enter the industry. The general 
decline in land values is expected, since alternative uses of land will also have 
become less profitable. It should be noted that the decline in asset values will be in 


addition to the decline in incomes. 


The adjustment pressures faced by fruit and vegetable growers raise the issue of 
whether Canada can maintain more stringent health and quality standards that raise 
costs for Canadian growers, but may not protect Canadian consumers from imported 
products. Fruit and vegetable growers have long complained that they do not have 
the same access to fungicides and pesticides as U.S. growers have, which in turn 
reduces the costs of production of the imported products. In the legal text of the 
Agreement a general commitment is given to the harmonization of technical regulat- 
ions and standards. Working groups have been established to implement this, so it 


remains very uncertain what degree of harmonization will be achieved. 
Other Commodities 


The other commodities covered in this section are floriculture and nursery, tobacco, 
dry beans, honey and sugar products. In general the Agreement neither presents 


great opportunities nor large problems for these commodities. 


The floricultural and nursery stock industry has been expanding export shipments of 
potted plants and cut flowers to the U.S. in recent years. The elimination of tariffs 
will further stimulate both imports and exports with the U.S. On balance, tariff 
elimination will not have a detrimental effect on the floricultural industry. The 
expansion of exports to the U.S. and firsthand experience of U.S. trade remedy laws 
has meant securing access has become an important issue for this industry. The 
dispute settlement mechanism set out in the Agreement provides for only marginal 
improvement. Concerns that the industry will get caught in another countervail 


action cannot be dismissed. 
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Under the Agreement, tobacco growers still have the ability to request the 
establishment ot a national supply-management scheme. The elimination of tariffs 
gives tobacco manufacturers an opportunity to import U.S. tobacco free of tariffs. 
However, if the current purchase arrangement between Ontario growers and the 
tobacco manufacturers holds firm, the impact of the Agreement will not be 
noticeable. Tobacco growers and manufacturers are concerned that the federal 
government's total ban on tobacco advertising in the Canadian media may encourage 
imports of U.S. tobacco products since U.S. publications sold in Canada will still 


contain advertisements. 


Dry bean and honey producers are not expected to be significantly impacted by the 
Agreement. Ontario bean growers will continue to compete with Michigan growers in 
world markets. The Agreement is not expected to result in any expansion in the 
small level of two-way trade. The U.S. will continue to be the main outlet for honey 
produced by the Prairie provinces and Ontario's beekeepers will continue to serve the 
home market. Flowever, the possibility remains that under the Agreement the U.S. 
may introduce import controls to protect the price support program for honey under 
Section 22. This would be very harmful to the Canadian industry since the U.S. is the 


main export market. 


One of the articles of the Agreement is the U.S. commitment not to restrict imports 
of products containing less than 10 percent sugar by dry weight. This U.S. concession 
provides practically no benefits for Canadian sugar refiners or food processors. The 
only products that will benefit from this are some soup powders and sauce mixes. 
The value of trade in these proaucts is small and is not expected to grow. The Agree- 
ment continues to leave Canadian sugar refiners and food processors exposed to a 
further tightening of import controls on products containing between 100 and 10 


percent sweetener. 
Overall Agri-Food Impact 
In the commodity by commodity assessment of the Agreement, estimates of the 


impact on farm incorne were made. These estimates are brought together in Table | 


to provide an assessment of the overall impact on the agriculture and food sector. 
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These farm income estimates are an indication of the adjustment pressure faced by 
farmers and processors. The table reveals that the Agreement may result in an 
estimated income loss of $95 million to farmers. The small gains expected by red 
meat producers are overshadowed by the losses faced by grape growers, other fruit 
and vegetable growers, wheat producers, and the supply-managed poultry, egg and 


dairy producers. 


Table |: Farm Income Impacts of the Proposed Canada-U.S. 


Trade Agreement, Ontario 





Tariff Related 


Domestic Import Technical Dispute Other 
Commodity Tariffs Policy Changes Controls Regulations Settlement Measures Total 
- $ million - 

- Grains and Possible 

Oilseeds Neutral -30 Loss Neutral Neutral - -30 
Livestock & Modest 

Red Meats Gain - Gain Gain Gain - +18 
Dairy -10 ° = None None Neutral - -10 
Poultry & b 

Eggs -2 - -6 None Neutral - -8 
Fruit & : Possible d 
Vegetables -50 - None Gain Neutral -15 -65 
Other 

Commodities Neutral - - Neutral Neutral Neutral Neutral 
Total Impact -95 


4 Impact of the loss of the two-price wheat policy. 

b Impact of the increase in global import quotas. 

© Includes grape growers. 

d Impact of the change in provincial Liquor Board practices. 
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It is important to stress that the burden of implementing this Agreement would be 
extremely unevenly shared across commodity groups. The hardest hit are the grape 
and tender fruit growers who are largely located in the Niagara area. Employment 
impacts in this small area could be severe and are of concern considering the high 
level of seasonal labour and women employed in these industries. The red meat 


producers who stand to gain from the deal are located across the whole province. 


This loss of $95 million is a preliminary estimate. The losses could be smaller or 
larger if red meat producers realize greater gains than expected and if the losses of 
fruit and vegetable growers are smaller as a result of capitalizing on export 
opportunities. The income loss of farmers could also be reduced if the federal 
government compensates producers for the loss of income as is a possibility in the 
case of the two-price grains policy. There is nothing in the Agreement to prevent 
either the federal or provincial governments from providing this compensation. In 
turn, it should also be noted that the income loss could be higher if imported further 
processed poultry products capture a larger share of the market or if the fruit and 


vegetable industry declines significantly. 


It may appear that Ontario's consumers are the main beneficiaries of the agricul- 
turally related provisions of the Agreement through lower retail prices for food and 
beverages. Yet, the size of these benefits will be relatively small. It should be 
anticipated that the declines in food prices may be imperceptible to consumers. This 
reflects the view of the Consumers Association of Canada who maintain that the 


federal government has over estimated the benefits of the Agreement for consumers. 


The impact analysis of the Agreement has been focused at the farm level. (This 
should not be interpreted as a lack of concern for food processors, but rather as 
recognition of the complex array of factors that shape the processing industries.) 
The farm level impact approach was taken to avoid the problem of having to decide 
which provisions of the Agreement would be borne solely by, or shared with the food 
and beverage processors. Instead, for this preliminary assessment, it has been 
assumed that the largest impact of the Agreement would occur at the farm level, 
even though the long-run climate for investment in food processing could also be 


adversely affected. This assumption was made to avoid the double counting of costs 
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and benefits. It also reflects the fact that the linkages between farmers and 
processors have been recognized by the federal government (e.g., the elimination of 
tariffs on both raw and processed agricultural commodities). Furthermore, it appears 
a strong likelihood that the federal two-price wheat policy will be eliminated to 


maintain the competitiveness of Canada's wheat-using food processors. 
Food Processing Overview 


Even though the food processing sector was included in the earlier analysis of the 
agri-food sector, it is felt that the implications of the Agreement for the food 


processors should be further highlighted. 


The Agreement is expected to cause many food processors to make changes. Tariff 
elimination, harmonization of technical regulations and the other provisions will all 
have an impact. While it is relatively easier to gauge the direction and broad scope 
of adjustments for primary commodity groups, the impact for individual food 
processors is more difficult to judge. This difficulty stems from the enormous 
variety of products manufactured, each with an array of interacting factors 
determining their competitive position in the market. (The success of branded 
products indicates that more than the price of product is important to the consumer - 
name recognition, quality, service, unique taste, Conspicuous consumption - all play a 


role in consumer preferences.) 


In the case of products that compete with imports in the domestic market, taritft 
elimination will exert downward pressure on both the prices of the processed products 
and raw agricultural commodities. The impact on these food processors will be 


minimal because cost declines and revenue declines will be similar. 


The Ontario Food Processors’ Association and the Grocery Products Manufacturing 
Council have indicated that in general food processors can compete if they have 
access to raw agricultural commodities priced at the same level as their U.S. 


counterparts. 
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If the price of raw agricultural commodities does not decline, but tariff elimination 
leads to lower processed food prices, then food processors will be caught in a cost/ 
price squeeze. Agricultural policies such as the two-price wheat policy and market- ° 
ing boards with price-setting powers may have to be altered or other import controls 
introduced to ensure that food processors are not placed at a competitive disadvan- 
tage. For example, the elimination of Canadian tariffs on products otherwise not 
restricted, such as yogurt, ice cream and further poultry products places food 
processors at a disadvantage since raw commodity prices are higher in Canada. As is 
the position of farm groups, processors of these commodities would like these 
products added to the Import Control List. Another example is the call by wheat- 
using processors for the elimination of the two-price wheat policy so that processors 
Can remain competitive in a tariff-free environment. The Government of Canada has 


indicated that it will take this action. 


On the other side, export opportunities to the U.S. for food processors may be opened 
up through the elimination of U.S. tariffs. For example, certain baked goods and 
frozen vegetable processors may benefit from tariff-free access to the U.S. If this is 
the case, then new investments may be made so that these opportunities can be 
developed. Canadian meat packers may make additional investments in response to 
the perceived improvement in security of access to the U.S. If this occurs, Canada's 


trade surplus with the U.S. in beef and pork may increase. 


There are a number of other aspects of the Agreement that may have significant 
implications for food processors. For example, the special tariff snapback provisions 
for fresh fruit and vegetables, the provisions covering rules of origin for goods, 
technical regulations and standards for food, and investment all warrant careful 
study. Processors have expressed concerns that they will be placed at a competitive 
disadvantage if tariffs are snapped-back on raw fruit and vegetables (Article 702) 
while the processed product can be imported free of tariff duties. Article 301 
indicates that adding water to a product is not sufficient to transform the product 
into a domestic good. This provision may limit the export opportunities of fruit juice 
processors. Another provision that needs monitoring is the agreement by Canada and 


the U.S. to review container sizes, including can sizes (Article 708.1, Schedule 9). 
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Even if steps are taken to ensure processors have access to competitively priced raw 
agricultural commodities, the elimination of tariffs may still place these firms under 
substantial pressures to adjust. Smaller plant sizes, higher costs (e.g. shorter 
processing periods due to the shorter harvesting season), lower labour productivity 
and higher tax rates that currently exist in Canada now place some of these firms at 


a competitive disadvantage (2). 


It must be acknowledged that ongoing technological developments, shifts in consumer 
demand, fluctuations in interest rates, and changes in exchange rates will have a 
stronger influence on the future state of the food processing industry than the Agree- 
ment. These ongoing changes in the industry may, in turn, be accelerated by the 
Agreement to the point where these become unmanageable. If this is the case, the 
Agreement may have a very damaging and unintended impact on the processing 


industry which would feed back to the agriculture industry. 
IV. ADJUSTMENT POLICY CONSIDERATIONS 


In addition to the ongoing dynamics in the agriculture, food and beverage sectors, the 
’ Canada-U.S. Free Trade Agreement will add to pressures to adjust toward a more 
competitive and market driven structure. Adjustment is recognized as being an 
ongoing process and the trade related changes will likely be difficult to distinguish 
from the restructuring continuously facing many producers and processors. Still, 
these new pressures, however slight or critical, could require substantial changes to 
government programs that address the adjustment needs of Canadian and Ontario 


agriculture and food industries. . 


It has not become clear in either the current public debate or through federal- 
provincial consultations, what role the federal government will play in providing 
funds for trade related adjustments. These and other questions must be addressed so 
that the Ontario Ministry of Agriculture and Food is in a position to analyze the need 


for assistance to Ontario's agriculture, food and beverage sector. 


In relation to the Agreement, five key areas have been identified as crucial to 
Ontario's position toward adjustment assistance in the agriculture food and beverage 


sectors assuming the Agreement is implemented. These are: 


31 


Compatibility - there does not appear to be any restriction in the Agreement on 
governments to provide adjustment assistance. However, industries benefiting 
from adjustment programs will continue to face the rigors of U.S. trade laws 
when exporting to U.S. markets. In other words, these assistance programs may 
be found to be countervailable subsidies by the U.S. Accordingly, adjustment 
assistance programs should be compatible with the spirit and provisions of the 
Agreement, since assistance programs could effect more harm than good for 


industries exporting to the U.S. 


Phasing Mechanisms - all tariffs and non-tariff barriers are not alike. The 
removal of tariffs and non-tariff barriers should be sensitive to the structure of 
protection in individual industries. It is understood that there is currently little 
scope to renegotiate transition periods and reductions for agriculture and food 
tariffs and quantitative restrictions. However, bilateral negotiations on 
technical regulations will continue under new and enhanced guidelines in the 
Agreement. These discussions should be monitored closely by the Government of 
Ontario. In general, adjustment programs should be tailored to fit individual 


industry transition periods. 


Temporary Compensation - to assist the farmers and processors during the period 
when adjustments are being made in order to be viable in the new trading 
environment. This type of assistance would focus on steps being taken to 


upgrade technology and increase the size of operations. 


Continued Compensation - provision must be made in the future bilateral 
discussions on subsidies to allow for government assistance in ongoing adjust- 
ments. For example, these measures would include compensation to Ontario 
fruit and vegetable growers for the climatic disadvantage they suffer vis-a-vis 


their U.S. counterparts. 


Out-goers Package - compensation for those firms and producers who cannot 
adjust successfully to a more competitive trade and market environment. 
Compensation need not consist entirely of payoff and early retirement 


programs. Alternative enterprises may be feasibly adopted by producers. Ihese 
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could be promoted through a combination of information and financial assis- 
tance. Where industries are threatened, the role of the federal government in 
providing financial compensation should be established. Identification of 
industries which would be unable to effectively adjust to a more competitive 
market environment must begin immediately. Assistance to these industries in 
the areas described in 2 to 4 above may preclude the need for out-goers 


programs. An out-goers policy should be a last resort. 


These five points are made to initiate discussion of how Ontario's adjustment 
assistance policy is developed for its agriculture and food industries. The ongoing 
industry consultations carried out by the Ministry of Agriculture and Food should 
assist in identifying the areas where any or all of the above measures may be 


required. 
V. SUMMARY AND CONCLUSIONS 


The agriculture provisions of the Agreement comprise a fairly limited but negative 
trade package for Ontario agriculture and food industries. Many domestic policies 
and programs will remain virtually intact following the implementation of the Agree- 
ment. However, there are some highly regionalized industries, particularly in the 


horticulture sector, that will be seriously affected by freer trade with the U.S. 


The elimination of agriculture and food tariffs will represent the most significant 
source of change to the agricultural trading environment. Both producers and 
processors will likely face increased competition from U.S. products in domestic 
markets during the gradual reduction of tariffs. For Ontario fruit and vegetable 
producers, the elimination of tariffs represents an approximate loss in income of $50 
million a year. This is by far the largest cost to be borne by any commodity group as 
a result of the implementation of the Agreement. However, the groups most 
seriously threatened by the Agreement are the grape growers and wineries. Grape 
growers stand to lose $15 million a year, which represents half the value of Ontario's 
grape crop in 1986. The concentration of tender fruit production and grape growing 
in Niagara places significant adjustment pressures on this small region. Ontario 
agriculture and food industries combined stand to lose on balance an estimated $95 


million a year as a result of freer trade with the U.S. 
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The only commodity grouping that is expected to gain from the Agreement is live- 
stock and red meat producers and processors. The elimination of tariffs, exemption 
from the U.S. Meat Import Act, and reduction in trade barriers caused by technical 
regulations, are all seen as beneficial. However, the dispute settlement that still 
leaves the red meat industry exposed to U.S. countervail falls well short of what the 


industry had requested. 


Numerous questions regarding the implementation of the Agreement remain 
unanswered by the federal government. Many issues surrounding the workability of 
the snapback mechanism have been raised and yet a clear understanding of the speed 
in which it will operate has not been possible. Also, the question of producer 
compensation following the possible elimination of the two-price wheat policy must 
be addressed. The mechanics of implementing Canada's right to put various poultry 
and dairy processed products on the Import Control List are not at this point well 


understood. 


The ability of agriculture and food industries to make the necessary adjustments to 
freer trade will depend largely on the ability of the federal government to make 
appropriate changes to domestic policies and to implement various safeguards 
provided for in the Agreement. More specifically the federal government would be 


required to: 


1. Ensure that the tariff snapback mechanism is as effective and timely as 
possible. This would require a commitment to devote resources to monitoring 
fruit and vegetable imports, not hitherto provided through the operation of the 


current fast-track surtax. 


2. Ensure that adequate and proportional compensation be provided to all Canadian 


wheat producers in the event that the two-price wheat policy is eliminated. 


3. Ensure that further processed poultry products and ice cream and yogurt receive 
expeditious recourse to the Import Control List prior to any onslaught of 


injurious imports of U.S. products. 
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Ensure that when implementing the commitment to reduce technical barriers to 
trade, Canada's quality grading regulations and high standards for plant, animal 


and human health are not undermined. 


The issue of adjustment assistance needs to be clarified. Trade related adjust- 
ments will not always be directly related to the removal of easily identified 
border measures. The competitive balance in many domestic industries will be 
greatly altered with adjustment pressure bearing down on industries, during and 
long after the transition period. It is important for the federal government to 


clearly indicate its commitment to providing adjustment assistance. 


(1) 
(2) 


(3) 


(4) 
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APPENDIX I 


Canadian Agricultural Tariffs Qualifying for Immediate Elimination 


on January |, 1989 





0201. 


0210. 
0210. 
0210. 
0210. 


1214. 
1214. 


1302. 
1502. 
1601. 
1601. 
1601. 


1602. 


1602. 
1602. 


2102. 
2101; 


2208. 


2208. 


2208. 


2303. 


2309. 


2309: 


20. 


TH 
CA 
(hee 
90. 


40. 


40. 


-10 


Cattle 
Pigs: 


Hams, shoulders and cuts thereof, with bone in 
Bellies (streaky) and cuts thereof 
Other 


eeooceeooeereeeoeoeeoee ee oe oe eeeoeeereoeHnoeoeoHoeeereeeeeeee 


coerce oeeweceooeeoe oe oe eeoeeoeoeeeoeeoeee eee ee eee 


Lucerne (alfalfa) meal and pellets 
Grass meal 


eecoeoeecoeeerevee oe eee 


Vegetable saps and extracts: 
Opium 
Fats of cattle, sheep or goats 


eoeeetoeoeececc ee CoO e oe eC oo oo OCC ee Ooo OHM OCC OSC OBO HREOC O HE 


coercoeese ees oes eeeooce ee 


ecoecoeeewcoweooeeoeeeoeoeoeoeoo eo Hee eos Se oee eee eHFeeoeeZeee 


covreeeooce eee 


e@eceoceeoecee eee oe ee ee oeee 


eoeee 


e@oocee oe ee oeo ee eoeoe eco ee oe ee oeeeeeeeeeeeeeoeeoe eee 


cocoee 


Sausages and similar products in air-tight containers .... 


eoeececeovoeeeoceeeceeneeere cee eoeoeoeeeoceeeees 


Pork sausages 
Other 


eocoe oe ove ee eeoeereecreeeececeeoeeoeeseeereoceoceo eee eee eeoee 


Other prepared meat: 

Pigs: 

Other in air-tight containers 
Cattle: 

Other in air-tight containers 
Other 


eoeeovecoocoeoeeoe oe eee eeee 


coeroceeeoeceoeoeceeoeeeeoeoc ee ee 


eoooeoeoee nee ereeceeeooeoeeceeeoeoeeeeeoocvoeeceeoe ee ee 


Yeasts: 

Active Yeasts: 
Moisture content 15% or more, excluding liquid yeast 
Moisture content less than 15% liquid yeast 


Whiskies 


eeecoeeoveoeeceeeecec oe ee ococoe ec eoHneoree2e0e0 eC Coe eo oe ee 


cecceereceoecoe ee ec eooceec ee eo eee eee coe eo eoe oc oe ceo oe eee eee oe 


Residues of starch manufacture: 
Dried beet-pulp 
Animal foods: 
Other: 

Complete feeds and feed supplements, in 
concentrates containing dairy products 
Other 


ceoeceere ee ec eee eee oe ecec ee oe eons e eee eoeoe 


ecoecereecce eee eco e 


eoeoeeceoe eee ee ere oe ee oe ee soe oe coe o ee oe eo OOH ee OOO Se 


eoeeee 


eeceee 


eooee 


eeeee 


eoeeo 


eeccoe 


Base Rate 


2.21¢/kg 


2.21¢/kg 
2.21¢/kg 
2.21¢/kg 
2.21¢/kg 


10% 
10% 


$11.02/kg 
4% 

15% 
1.32¢/kg 
2.21¢/kg 


15% 


15% 
2.21¢/kg 


12.5% 
10% 


7.68¢/litre 
of absolute 
ethyl] alcohol 
38.38¢/litre 
of absolute 
ethyl alcohol 
19.19¢/litre 
of absolute 


ethyl] alcohol 


4% 


5% 
12.5% 
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U.S. Agricultural Tariffs Qualifying for Immediate Elimination 
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Asses 
0101.20.20 01 31) -1 ge aA EA, estan SN aN Pe cae Ah ont) eNO MORES ie UNE eS 15% 
Other live animals: 
0106.00.10 DIVO Ss paca 3 5 oe Ret cial tial ca tesin eo cies Utena le CE Ea ee eee 4% 
0106.00.30 FOXES es erasers oar ores ona e cote TG OSL COT Oe et Ceo EAT ane Sp EER Con 7.5% 


Other meat and edible meat offal, fresh, 
chilled or frozen: 


0208.10.00 RADDI ES - OF eR HALOS oy = oxo eke le cee ee web Tan 10% 


Meat and edible meat offal, salted, in brine, 
dried or smoked: 


0210.90.40 DEDET. OLNONS o5.ecc.n' 5c 5 ce ote ee Sila Pane he Wee nes a eee ae 5% 
0210.20.00 COC UL OA wie. arb enele's Ma Oo ate eet sls aero lee See ce ate ae wate ee nets ett tre 10% 
0502.10.00 Pig, hog or boar bristles and hair and waste thereof ..... 1.7¢/kg 


Bird parts: ; 
0505.90.00 ENC Via aos .5 vce se eos ¢ Si Secale Pasmetee Baa as Me ear pieces (was acer 5% 


0509.00.00 maLural: SPONGES: Of: aHAMale Ola OI Mier ots ae cs catacicle soso ant ais Sates 3% 


Animal Products not elsewhere specified: 


0511.99.40 Other other Other iuisas cite sie pinipiarcois ele sala bocca oe ece'e oelels eis panays 

0602.91.00 MuShrOOM GSDAWI «ccs +s anc ici So cle ip e oe Spee eat eete She igs ian eee ie 2.2¢/kg 
Pistachios: 

0802.50.20 1S 17 Oy ae Para ora fae oy EN ae Oe, DR WApgm eee ont, nea | 1¢/kg 

0802.50.40 ShOd Ded © 2. sc du + ess lait ana eee eS hate ee sot ones 2.2¢/kg 
Pignolia: 

0802.90.20 POVmSHO Uo Asco sates cre e-etete i conor gece ree ne Siete ele hc isie tect atten eae 1. 5¢/kg 

0802.90.25 SGT Wid oes. svaiidve’ wa teed nro score eeattots s eaten Mie Sete ite cA: a Maat 2¢/kg 
Other Nuts: 

0802.90.80 LASDEL |. 3 xia \honssereree wiere he Ses icin Cra ast cisee etek. © coor clay one teal 2.9¢/kg 

0802.90.90 SGU ete exc atk ake le te ne ato oa cena tc ate stats cake ais! elobes sere 11¢/kg 
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Item Article Description Base Rate 
Plaintains: 
0803.00.40 Oat he Me eee eigen elas Wi dae ee te BAR ted ae br tersdeas bam ede Se Sr Se 3% 
Pineapples: 


Not reduced in size: 


0804.30.40 Invcrates or OtherapacKkaGeSais cscs os as oon cass ee ees 1.31¢/kg 
0804 . 30.60 Reducedsin SIZE. <5: cee oe tC ee eee eae totic e ceiemonre 0.55¢/kg 


Fruits, fresh or dried: 


0805.30.40 EAMES. SLERESPES EC ERT SESSA ST PETS e tes See ee eee es er cee 2.2¢/kg 
Fruits, dried: 

0813.10.00 ADTICOULS he eres eee TT aS Lae Es SE eee ee ae 2.2¢/kg 
Other fruit: 
Berries: 

0913.40.20 ie Bthe naa ue S tube) sib tempecs se ceee sess ein ave dtt caren ance 2.2¢/kg 

0813.40.40 POSEHES © oo5 ais 50s ids. o's 6.010 w Sale Kee waieiuin wevele a alo eats Pemeeenan ee te 2.2¢/kg 
Peel of citrus fruit or melon: 

0814.00.90 OLNOT he eta r ee nate etiee oe ca risks Uals ons Shclo mre mises make 2¢/kg 
Containers and wrappings of tea which The rates 
are tne product. of Canadayt?.. cc woaunsss reece rarere tera. applicable 


imported empty 


Fruits of the genus Capsicum: 


0904.20.60 Other, not Ground 25.5.5. 008 «sane soos secne vy eanmeneees 5. 5¢/kg 
Husked (brown) rice: 

1006.20.20 BASMATT SA 2AS ASS Sree ens a eel te ceed On OTe tes 1.3¢/kg 

1008.20.00 ld Lt SPE Arar Pat rah Panera arate ut TSENG E ai rhe IA 0.7¢/kg 

1008.90.00 Other cereals (including wild vice) We ee 2.5%. 

1207.91.00 DOOD SAPUS: rae ttt eet oh POON SOS Se 8 OA tne eee 0.13¢/kg 

4209.27.00.) Alfalfaal lucerne)» seed 4 coe. ee en ee —-3.3¢/kg 
Clover (Trifolium spp.) seed: 

1209.22.20 Whites and ALAN iNOnss So8 cM ar ew Bias satis cause amen 3.5¢/kg 

1209.24.00 Kentucky blue grass (Poa pratensis L.) seed ............- 2.75¢/kg 


1209.25.00 Rye grass (Lolium multiflorium Lam., 
Lolium-perenne lec) seedmrrcweseqenerrer een SENN 


ro 


.2¢/kg 
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Item Article Description Base Rate 

1210.10.00 Hop cones, neither ground nor powdered nor 

in: thesformrotrpel lets<: 5.50 ces © ees ete te ae ater 16.5¢/kg 
1210.20.00 Hop cones, ground, powdered or in the form 
of pellets; Jupul (nw. ...0 ae coc e cess rei oats Sa ene’ 16.5¢/kg 
1211.90.60 Tonka ‘beans: fi). 0000. oe caee bane oe otek te ves Aoi, Seen: 6.6¢/kg 
Pigs: 
1214.10.00 Alfalfa (lucerne) meal and pellets ........ccccccccesceece 3% 
Ginseng: 
1302.19.40 OENE YT ois x's co 5 so d:ajctaleebeeintdins attle miett ofeke ete aeWelestiety litte. Mmetenecs 1.5% 
1302.31.00 AGAT—AGAal .'s.s sa 4 oie a eee e eeremCINe TS alee eis SOS era's on gee Caeiwiea.g's 2.6%. 
Vegetable plaiting materials: 
Other: 
1401.90.20 Wilt OweOSt Gr) oi cele eee titers eu eaters ine tia ee 6. 8% 
“Vegetable materials used primarily in brooms and brushes: 
1403.90.40 a oP aa MC chr yi y cany a eet REE ete Tg 5% 
1502.00.00 Fats of cattle, sheep yorracats: .. «uc ss. caph enw «shies 0.95¢/kg 
Olive oil: 
Virgin: 

1509.10.20 Weighing with the immediate container under 18 kg ........ 8.4¢/kg 
contents 
contain 

Other: 

1509.90.20 Weighing with the immediate container under 18 kg ........ 8.4¢/kg 
contents 
contain 

Olive oil blends: 
Other: 

1510.00.40 Weighing with the immediate container under 18 kg ........ 8.4¢/kg 
contents 
contain 

1520.10.00 Glycerol (glycerine), crude; glycerol waters 

BNC AGUVCOFON MI Y OS arr oitnsle tar cle se cle cera ete tie cee se see o memaiayarna 0.4¢/kg 

1520.90.00 Other. - INC TUGGING USVNCNE SIC: GIYCETON sac asia cicsue nla ae eee 1.1¢/kg 


a 
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Item Article Description Base Rate 





Sausages and similar products: 


1601.00.20 lg Seer ee Pee OPT er Per rere eT Ee FeV EPP ey kere ey Pfs 27: 1.3¢/kg 
Other: 

1601.00.40 Beef in vairtight containers ciscecsccdesezesdss Vide deeste sts 7.5% 

1601.00.60 0) sear ee rite Ay atari aren der UPR RY Ott 7 Fron TAPE Mr nA BoM 5% 
Other prepared meat: 
Of Pigs: 
Other, including mixtures: 

1602.49.10 ORF AT rarcceseavclor Sena Slecahshh Herat erat atdie MMM Sele, SOM, ane Bt Pate eee es 5% 
Other: 
Not containing cereals or vegetables: 

1602.49.20 Boned, cooked and packed in airtight containers .......... 6.6¢/kg 
Other: 

1602.49.60 Mixtures of pork: and (beef oss 4.500 0.0 sass cowie seis ws ats 5% 


Of cattle: 


1602.50.05 OUTS). Hae ee secae ar Nea a ae ee ee ears 5% 
Other: 
Not containing cereals or vegetables: 
1602.50.09 Cured or pickled ......... eet at SE ates SEE Rt tetera 10% 
Other: 
In airtight containers: 
1602.50.10 CONMNGU DCT. vate es saccaa oe cus ecere se es Care ace sinter mets eee ere 3%, 
1602.50.20 OLNO inns die 0.4 9s on's0.d eons ahi aiys Cae nies ease hs Sareea 3% 
1602.50.60 DEMOS criss sam e's slo 5-0 cuss wie 4 cuales biel erera cuetar Rare nto ouacalt see opateenne rete 4%, 


Cocoa paste: 
1803.20.00 Whe 1 Ty-or partly defatted 6.5.20 2. eae cen ys oa cee 0.82¢/kg 


Yeasts: 
2102.10.00 RGGIVE: YEASTS Ssivin beens apae oral tien S nSiels nls we alata sa ieee Ren cee 10% 

Inactive yeasts: 
2102.20.20 Yeasts ‘(except ‘brewer Ss sy6aSt) .ccc. cose rencersens cece 10% 
2102.20.60 OLN ies ae eeele ie Sil ees craw Rie aera eee Stee wa cre ee ee 5% 

Whiskies: 

2208. 30.30 Wytshi cand PSCOtCh*; Sees usec ose tees Ceci e eee eet eee 5.3¢/pf.litre 
2208.30.60 Obhe rT APTI O! PR, Seis LAE EPS, Sina odin es 05 9a Mee eee ee 6.6¢/pf.litre 


2208.40.00 Rum “dnd (Calta NO. fs cease cede dacdancer a tease ehene dds mee 37¢/pf.litre 
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Bran, sharps (middlings) and other residues: 


2302.50.00 OTMICOUMINOUS SD DANCS)).'2i 45 cid eten ts s 6 vn otis tis ee Sire tivlees. «tare 3% 
2303.10.00 Residues of starch manufacture and similar residues ..... 3% 
2305.00.00 Oilcake and other solid residues, extracted 

from peanut oil] ........ Dae aNPeite Swe Se witty ere wicie inte eomntete hte 0.7¢/kg 


Oilcake and other solid residues, extracted 
from vegetable fats or oils: 


2306.30.00 Of (SUNT OWETESEOUS: sc othe ean. Comte etn s ca cies a oute ees os 0.7¢/kg 
2306.50.00 Of coconut or copra ...... ee 2 ere tenes etc iss Malet nite Tee 0.7¢/kg 
2306.60.00 ORGS lin Huts. 06 KEYNel Sica ectaal eis wits u/s die?s a <,tieis dia tare loll wibue. wie 0.7¢/kg 
PAO MIUC ODE WUC oT.2 cee ee ci carte ce aoc. eno ee 0.7¢/kg 


Vegetable materials and vegetable waste, of 
kind used in animal feeding, n.e.s.: 
2308.10.00 ACOUNS sand NOVSE=CNEOSTNULS I. +. c'cls oc cies stie ou 0s os Sale cies «5 3% 
2308.90.60 GENO AOEN CT ix. Sine eral csr syatareteteicla cilers «isi e's e's UN's 6 cle's e aie lnelee vin Oe 3% 
Preparations used in animal feeding: 
Other Other: 
2309.90.30 Animal feeds containing milk or milk derivatives ......... 7.5% 
2309.90.90 OtnersOctner ai. « ase oe susie stats» 4c livia bye, 4-0 67.4 ie <0 tbe Cia olen gine 3% 


2507.00.00 Kaolin and other kaolinic clays, whether or not calcined . 32. 5¢/kg 
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